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Jean A Webb, Secretary

Commodity Futures Trading Commission

Three Lafayette Center -
1155 21st Straet, NW. - : Ceee e
Washington, DC 20581

(202) 418-5521 fax

Commodity Futures Trading Commission:

| am writing this letter to express my opinion in the matter in front of the CFTC, the proposed amengment
to the spot month speculative position limits for the five cattle futures contract.

t am a fourth generation catlle feeding and farming operation. We feed cattle for ourselves as well 2s on 3
custom basis, with most our customers belng ranch ewners that retain ownership of the cattle they raise

all the way to slaughter.

Over the past several years, nearly all of our clients and ourselves, have been using the futures markets
more and more as a way to reduce our risk and price our products. We use them from both the lang and
short sides, to capitalize an opportunities that the futures markets have to offer. This has been growing,
much to the credit of all Futures Exchange etorts and promotions.

[ was quite baffled when | heard about the proposed change to reduce the speculative imit by 50%, in
order to he "more In balance with deliverabie supplies”. Upon investigating this nroposed change. | was
tald that there were not enough deliverable supplies and therefore, a problem with the basis that could be
solved with the rule change,

What? Your kidding, right? Where is that in economics 1017 If that were the case, there wouldn't be any
deliveries. After giving the situation a great deal of thought, { came to several likely conclusions.

Those that requested the change, most likely were bear biased or oulright short. And, most likely they
were packers/processors, of hedged feeders, that had to deal with 3 large, strong specutator that was on
the other side of their position. They did not Jike this speculator making them compete in the cash market
for the best cattle available. If there would not have been large speculator willing to take those deliveries,
the packers would have been abie to keep control of those deliverable cattle, therefore baing able to
apply downward pressure on the futures and cash markets. What happened was, they lost control of
those supplies and were unable to manipulate the price and forge it lower, This is exactly why the
speculator is such a extremely important part of any market. Without the large speculator, the futures and
cash pricing systems would collapse, as we wauld alf stop using it because of lack of speculators to sell
to. or buy from. That is exactly what some in this industry want, a lack of buyers. You need to
cortinuously work to INGREASE LIQUIDITY, not reduce it.

Beside the bogus statemaent that there 15 a shartage of deliverable cattle, it is also being suggested that
the specifications should be changed to creata more deliverable cattle by increasing the weight limits.
Both of those proposals are miskeading and intended to improve the bear bias on livestock prices, This
will alse only strengthen the aligopoly structure that exists .

Over the past two decades, the cow/caif producer has needed to produce more than ever befare. This
has been necessary in order to survive ever increasing costs, trying te get more return fram each cow, by
increasing the size of the offspring. What has happened over the jast 20 years, is the fact that we very
seldom have a probiem with over fat cattle, yield grade 4's or §'s. We are now able to make them tao big
to fit the packers specifications, that have not changed with the increaced production size, They would
like yau to change the delivery specifications, but they won't change their discount structure, We don
have to feed them too lang, but we do because the packer figured out how to make us feed thern too
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Mere is just one example of what happens. This just happened to a customer and dlose friend of mine
that had his cattle in our feedyard. | will refer to this rancher as GVR. The summer of 2002 was the driest
on record in most of Nebraska. Back in June, GVR was very concerned about the weather pattern sq, the
astule rancher decided he should send a geed portion of his yearlings to the feedyard 60 days early to
save grass and avoid buying feed for his other cattle in case it stayed dry. The cattle, 225 steers, arrived
in our feedyard June 12, 2002. The projected finish date, after 120 days on feed, was Octaber 10, 2002.
In his marketing plans, it was decided to forward sell 55% of the cattle to a packer using the futures price
and a basis contract, the balance of the cattie would stay in the cash market. On September 30, the
unpriced part of his cattle were offerad for safe. The telephone calls were made and the packer buyers
came to look at the cattie. As | explained to the cash cattle buyers that there are only 100 head out of the
225 for sale, that evigently did not set too weil with the buyers or samething, as | couid not get a bid. The
125 head were shippad on schedute, Octaber 9. Finally. we were able to get the other 100 head sold and
delivered Octaber 15. But, here's what happened. We shipped 08 head ta slaughter, ( 2 head were kept
for the owner) and 46 out of 98 (47%) of his cattle were "heavies" (over 950 LB carcassas). The discount
was $247.80 per head, or a total of $11,398.75, was deducted from his check because the average
waight was 4,13% over the maximum weight. In other words, the extra 41ibs. of production per animal he
produced, backfired. We wonder who got that $247 BO per head that GVR felt was stolen from him? Was
that passed on to the consumer? Or, was the prafit just put into the packers or retailers packet?
Unfortunately, GVR told ma "I will never feed catlie again.” It is nat anything that we did. it is just that
GVR feels there is no way to have a decent chance for the iittle guy of getting a fair price for his livestack,
with the cash pricing system that exist taday. You wouidn't believe the enormous number of cattle
producers that this happened to this year.

Some would say, "Well, they are lucky to find anyone that would buy them.” Ok, then why wouldn't they
buy them when they didn't have the “heavies”. Its not like we dign't try lo get them sold. We were trylng.
but no one would buy them at that time. 1t was not until the speculator started taking the cantrol away
from the packers did we get them sold. Do you understand what has happened here? Do you realize that
it is a common practice for the packers to cut kills schadules 20% per week? All they have to da is kill 32
hour per week instead of 40. They stay out of tabor prablems by killing 32 hours and do so quite often just
to avoid stepping into the cash market when they are short of live inventory. Alt the while, backing up
supplies 20% for the week! | am convinced if it would not have been for these people willing to step in and
take those deliveries, we would have collapsed the live cattle prices, right then and there.

As | write this letter, it becomes more obvious to me than ever befare, that the livestock cash pricing
system is broken, not the futures system. There is a powerful group that want to see the futures that way
too. All that would happen if the speculator fimit is cut in half, would be to make it that much worse. 1f you
allow this amendment to pass, the futures systam will become worthless and we will stop using it.

[ suggest you talk to some South Dakota caltle producers, to help you understand what has happened to
the cash market. It is an incredible story and you need to understand how this oligopoly 18 overpowering
the United States producers. There are a great number of operations that no longer have buyers coming
to their feed yards, They are forced to take their cattle to an auction barn and be at the mercy of one or
wo bidders. There is substantial risk here to food production in this great country.,

It would be especially devastating to the cash market of you allowed the weight limit to be Increased. Who
in tneir right mind would be willing to except delivery cattle If the chances for $247 per head discounts at
the staughter hause would be applied. If you ailow the weights to be increased, you will break the cattle
indusiry and make the futures delivery polnts a huge dumping ground for undesirable cattle.

Ladies and Gentlemen, | implore you to veto these proposed amendments. You have dane a great job of
not caving into the pressure of the few and powerful, standing up for what is right for the markets and this
free country. Too bad that cannot be said about the SEC, as they did not see it early enough ta take
action. It is only a matter of time before they discover that the livestock industry is in a worse oligepoly
situation that in the 1940's, when they broke up the packers the first time. Please be part of the salution,
not the problem. Veto the amendments to the live caltle contracts.

Thank you for your time.

Sincerely,
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Lane Kugler, President
Kugler Co., Inc.

75429 Rd. 424

Cozad, NE. 69130
{308) 324-6500



